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SUMMARY 


Over the past six years, the City’s General Fund has faced multi-million dollar budget deficits 
and has had to rely on one-time reserve finances in order to have a balanced budget. Although 
the National, State and local economies are on the uptick, from an ongoing-operational basis, 
proposed expenditures are still exceeding projected revenues. This year, the estimated budget 
deficit has declined from approximately $5.5 million in 2013-14 to the current $1,640,890 in 2014- 
15 as illustrated below. This deficit represents about three percent of the budget. 


Because ongoing revenues are not sufficient 
to finance the operational costs of the General 
Fund, staff is proposing to bridge this financial 
gap with $1.7 million in LEAF reserves. While the 
use of these one time reserves has helped the 
City bridge the financial gap in the General Fund 
over the last few years, these reserves are quickly disappearing and is forecast to be completely 
expended at the end of this current two-year budget cycle. In addition, the General Fund’s Fund 
Balance is anticipated to be $10.6 million at June 30, 2015, which is $3.7 million or 6.4 percent 
less than the Council authorized minimum balance of twenty-five percent (25%) of operating 
appropriations. 
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The impact of the proposed City-wide staffing changes is seven new full-time positions and four 
new part-time positions. With the exception of two (2) additional police officer positions, all other 
new full-time positions in the General Fund have either been funded within target budget dollars 
or are revenue offset. 


Unlike the previous budget cycle where departments were asked to reduce operational costs by 
one and two percent; this year the budget was prepared as a status quo budget with the intent to 


maintain existing services. 
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ECONOMIC 
OuTLOOK 


In June 2009, the recession 
Officially ended after 18 months, 
making it one of the longest 
downturns in postwar history. 
The Congressional Budget 
Office (CBO) projects real 
gross domestic product (output 
adjusted for inflation) to increase 
by roughly three percent for 
calendar year 2014. Similar 
annual growth rates are projected 
through 2017. 


Beyond 2017, the CBO expects that economic growth will diminish to a pace well below the average seen over the past 
several decades. That projected slowdown reflects long-term trends — particularly, slower growth in the labor force 
because of the aging population. Inflation is expected to remain at or below two percent throughout the next decade. 
Economic factors can contribute to wide swings in receipts as evidenced by the Great Recession. The Great Recession 
significantly reduced local discretionary revenues in the General Fund. 


In all, total General Fund operating revenues have declined from a peak of $57.9 million in 2007-08 to a low of $46.7 
million in 2010-11. Operating revenues are increasing but have not reached the peak of 2007-08 as displayed in the 
above bar chart. 

Attachment 


2014-15 All Operating Funds i 


2013-14 
Operating Programs $ 96,272,160 $ 
Capital & Outside Agencies 26,776,020 
Debt Service 8,265,890 
Transfers 5,384,400 
Total $ 136,698,470 $ 


ALL OPERATING FUNDS 


15 is $14 million or 10.3 percent greater than in 

2013-14, with the increase being primarily attributed 
to the increase in capital projects in the Enterprise Funds, 
especially the Water Resources Fund. The decrease in 
debt service payments is due to the payoff of the 2003 
Redevelopment Agency Lease Revenue Refunding 
Bonds. Operating costs increased by 3.2 percent or 
$3.1 million primarily because of the proposed hiring of 
five police officers, merit and negotiated salary increases, 
as well as increased CalPERS-related pension costs. 
Transfers-In increased because of the capital transfers 
from the various funds required to finance Phase III of the 
new Police Facility on Betteravia Road. 


Te budget increase for all operating funds in 2014- 


In all, $48.6 million of capital and maintenance projects 
are projected over the next two-year period. Compared 
to the 2012-14 Budget, which had $36 million of capital 
and maintenance-related projects, proposed capital 
expenditures for 2014-16 are $12.6 million more. The 
General Capital Projects Fund totals $7.4 million with the 
vast majority used for Phase III of the new police facility, 
which includes technology systems and the Project 25, 700 
Megahertz radio system. Water Resources-related capital 
projects increased by $14.7 million over the last budget 
cycle primarily due to the Percolation Pond Expansion, 
Sewer Main Improvements, and Wastewater Plant Capital 
Replacement projects. 


in 2014-15 are estimated to be $141.5 million or 

$11.3 million more than in 2013-14. This represents 
approximately a nine percent increase in total financing in 
2014-15 when compared to 2013-14. 


Te revenues anticipated for all operating programs 


The increase in overall revenues is largely attributed to 
anticipated increases in tax revenues (namely, sales taxes 
and property taxes) and increases in the Enterprise Funds, 
due primarily to generating greater revenue as a result of 
rate increases. Building permit revenue is also forecast to 
increase significantly due to projected greater construction 
activity. However, these increases are partially offset by 
declining Non-Hazardous Impacted Soils (NHIS) and 
Interest Income revenues. 


Percent Percent 

Proposed Increase Increase of Total 

2014-15 (Decrease) (Decrease) 2014-15 
99,337,240 §$ 3,065,080 3.2% 65.9% 
38,729,970 11,953,950 44.6% 25.6% 
5,282,620 (2,983,270) -36.1% 3.6% 
7,369,450 1,985,050 36.9% 4.9% 
150,719,280 $ 14,020,810 10.3% 100.0% 
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2014-15 General Fund Percent Percent 

Adopted Proposed Increase Increase of Total 

2013-14 2014-15 Decrease Decrease 2014-15 
Taxes $ 39,834,810 $ 41,617,190 $ 1,782,380 3.2% 72.9% 
Licenses, Permits & Fines 1,003,800 2,336,100 1,332,300 2.4% 41% 
Revenue from Use of Money & Property 1,212,460 871,260 (341,200) -0.6% 1.5% 
Revenues from Other Agencies 1,576,190 1,179,880 (396,310) -0.7% 2.1% 
Charges for Service 4,497,200 4,500,210 3,010 0.0% 7.9% 
Other Revenue and Transfers 4,292,920 4,911,440 618,520 1.1% 8.6% 
Sub-total 52,417,380 55,416,080 2,998,700 5.5% 97.0% 
LEAF Transfers-in 2,500,000 1,700,000 (800,000) -1.5% 3.0% 
Total $ 54,917,380 $ 57,116,080 $ 2,198,700 4.0% 100.0% 


OVERVIEW OF THE 2014-15 GENERAL FUND 


million; thus accounting for a projected budget deficit of $1,641,000 for 2014-15. In order to balance the 2014- 

15 General Fund budget, staff is proposing to use $1.7 million in one-time Local Economic Augmentation Funds 
(LEAF) to help bridge this financial gap. In year’s past, staff has included the LEAF financing for display purposes; 
however, by doing so, it actually masked the true budget deficit. Accordingly, the above chart depicts a more accurate 
account of ongoing operating revenues for 2014-15 (excluding Measure U2012). 


O perating revenues for the General Fund are estimated at $55.4 million while proposed appropriations are $57.1 


Proposed appropriations in 2014-15 in the General Fund are $57.1 million. This represents a decrease of 1.5 percent, 
or approximately $867,000 from the 2013-14 Budget. The most significant variance is the decrease in debt service 
payments as a result of the early payoff of the RDA bonds. 


OveRvVIEW OF 2014-15 MEASURE U2012 


easure U2012 was passed by the voters on June 5, 2012, and became operational on October 1, 2012 and calls 
Mi for a quarter-cent transaction and use tax. Projecting revenues for a new revenue source is somewhat problematic 

in that there’s no track record for previous revenue receipts to use as a basis for comparison. Consequently, 
City staff worked with the City’s sales tax consultants, Hinderliter de Llamas and Associates (HdL) to arrive at the initial 
Measure U2012-related revenue projections of $4,013,000 for 2013-14. However, halfway through the fiscal year, HdL 
subsequently revised their projection down to $3,774,000 for 2013-14 and $3,891,000 for 2014-15. The below chart is 
the projected Measure U2012 Fund Analysis for 2014-16. 


As you can see from the below chart, Measure U2012-related expenses are exceeding anticipated revenues and the 
Measure U2012 fund balance is bridging this financial gap. Staff anticipates vacancies in some of these positions which 
will allow this budget to be balanced by the end of this two-year budget cycle. Having said that, there is no allowance for 


additional uses of Measure U2012 tax proceeds other than what has already been authorized. 


Projected Budget Budget 
2013-14 2014-15 2015-16 
Beginning Fund Balance $ 1,020,450 $ 384450 $ 183,120 
Projected Revenue 3,774,000 3,891,000 4,006,930 
Projected Expenditures 
Police 1,949,000 2,008,260 2,099,770 
Fire 1,849,370 1,701,330 1,741,050 
Recreation & Parks 50,000 148,300 154,350 
Library 48,000 56,410 57,790 
City Attorney 66,000 69,300 73,200 
Admin. Services 2,500 2,600 2,600 
Admin. Services - Levee Repair 106,130 106,130 106,130 
Fire Dept. Self Contained 339,000 
Total Expenditures 4,410,000 4092330 4,234 890 
Ending Fund Balance $ 384450 $ 183,120 $ (44,840) 


2014-15 General Fund Key Revenue Sources 


Percentage Percentage 


Budget Proposed Increase Increase of Total 

2013-2014 2014-2015 (Decrease) (Decrease) 2014-15 
Sales Tax $ 18,242,000 $ 18,960,500 §$ 718,500 3.94% 33.20% 
Property Tax 14,536,210 15,009,790 473,580 3.26% 26.28% 
Hotel/Bed Tax 2,557,210 2,808,000 250,790 9.81% 4.92% 
Impacted Soils 1,105,000 765,000 (340,000) -30.77% 1.34% 
Construction Permits 908,000 2,233,000 1,325,000 145.93% 3.91% 
Total Key Revenues 37,348,420 39,776,290 2,427,870 6.50% 69.64% 
Other Revenues 17,568,960 17,339,790 (229,170) -1.30% 30.36% 
Total General Fund $ 54,917,380 $ 57,116,080 $ 2,198,700 4.00% 100.00% 


14 Budget. The above chart shows the top revenue sources, excluding Measure U2012, and including the use 

of $1.7 million in LEAF financing under the category Other Revenue. Sales tax revenue is the General Fund’s 
largest revenue source and is projected to increase by $718,500 in 2014-15. Strong auto sales and leases as well as 
increases in business and retail activity are propelling sales taxes higher. NHIS revenue peaked in 2007-08 at $5.5 
million, but because of increased competition from other landfills and the fact that the Guadalupe Dunes Restoration 
Project has completed its initial phase of work, NHIS revenue has declined from $5.5 million to an estimated $765,000 in 
2014-15. Construction activity has been increasing over the last year, resulting in an anticipated $1.3 million increase in 
permit revenue in 2014-15. The total of all the “other revenue sources” are decreasing due to a combination of issues, 
some of which include less transfers-in from LEAF as well as less interest income. 


Owe General Fund revenues are anticipated to be $2.1 million more in 2014-15 when compared to the 2013- 


NOTEWORTHY BUDGET HIGHLIGHTS 


In all, the proposed Capital Projects Budget consists of 88 capital projects representing approximately $48.6 million in 
appropriations. 104 total projects were requested, totaling nearly $50.5 million; however, 17 projects were not funded, 
representing approximately $1.9 million. The 2014-16 Budget reflects $28.6 million in projects in the first year and $20 
million in the second year. For comparison purposes, the 2012-14 Budget consisted of 94 capital projects totaling $36 
million in appropriations. 


The vast majority of capital projects proposed for 2014-16 are financed from non-General Fund sources. The General 
Capital Projects Fund has $7.4 million in capital expenditures, about $3 million less than last budget cycle. The 
primary projects are the movement of the Police Department and City-wide technology (radio and telephone) systems 
from the existing Police Station to the new Police Facility on Betteravia Road. 


For 2014-15, proposed personnel recommendations bring City-wide staffing totals to 480 authorized full-time positions 
and 79 part-time employees, for a total of 559 authorized positions. 


The proposed authorized staffing recommendations in 2014-15 bring the full-time employee-to-population ratio for the 
City to 4.75 employees per thousand residents - still far below the average of 8.55 employees per thousand in other 
Central Coast cities. 


For the General Fund, in 2014-15, there are 349 positions and 39 part-time positions proposed for a total of 388 
positions. Of the full-time General Fund positions, the Police and Fire budgets comprise 230 positions or 66 percent. 
And of the 480 full-time authorized positions City-wide, the two public safety departments comprise 48 percent of all 
full-time positions. 


